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THE ECONOMIC JOURNAL 
DECEMBER, 1910 

ECONOMIC SECURITY AND UNEMPLOYMENT 
INSURANCE.' 

So far we have only been dealing with the apparatus and 
methods of research and exposition, and not at all with the objects 
to which such research should be applied, still less with the 
ultimate ends of economic study and conduct. 

The next tendency we have to note belongs to quite another 
region of ideas. This is the growing emphasis laid on ends as 
distinguished from means as the subject of economic study. 

There used to be some disposition to question whether the 
economist was at all concerned with ends, whether he had not 
fully discharged his duty in making a correct analysis of the struc- 
ture of existing economic society and of the forces acting upon it; 
and it was rather the fashion to suggest that when this analysis 
was completed the economist should depart, and leave the practical 
statesman to collate his report with those of the moralist and the 
politician, and to draw the necessary inferences as to practical 
policy from their combined study. 

Such a limitation as this would have been quite foreign to the 
ideas of the early makers of political economy. The mediheval 

1 Part of the address given to the Economic Science and Statistics Section by 
Sir H. Llewellyn Smith, K.O.B., President of the Section, at the Meeting of the 
British Association for the Advancement of Science in Sheffield, 1910. In order to 
concentrate attention on the topic which is of most immediate practical importance, 
we have not reproduced the President's introductory remarks on apparatus and 
methods of research, on the controversy between the advocates of different methods, 
on the uses and limitations of technical terminology and mathematical conceptions, 
on the increasing stress laid on quantitative measurement and other matters. Our 
readers will find this part of the Address printed in extenso in the Report of the 
British Association for 1910.-EDITOR. 

NNo. 80.-voL. XX. MM 
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thinkers were frankly concerned with economic conduct and 
morals; the mercantilists with the very practical question of 
adapting economic policy to the race for national power; the 
physiocrats with the freeing of pre-revolution France from the 
network of vexatious and oppressive State restrictions on industry 
with a view to giving free play to the natural expansion of 
manufacture and commerce. Malthus was engaged in combating 
social utopias, while Adam Smith was concerned, as we have 
been recently reminded in Professor Nicholson's striking book, 
with every field of political and moral activity, as well as with 
that region within which economic science is usually supposed to 
be confined. The author of the "Wealth of Nations" would 
certainly have been astonished at the suggestion that political 
economy is not concerned with ends. Yet the first step towards 
at least a temporary divorce between the study of economic ends 
and means was taken when Adam Smith enunciated his famous 
conclusion that " all systems, either of preference or of restraint ... 
being . . . completely taken away, the obvious and simple system 
of natural liberty establishes itself of its own accord." 

I a.m not concerned to discuss whether this conclusion was an 
induction from experience or a deduction from moral or theological 
presuppositions, or how far it is to be qualified by many other 
passages in the same great work. But in any case the proposition 
that the natural forces of human desires and aversions, and their 
mutual reactions, will naturally and without conscious intention 
on the part of the individual lead to the greatest advantage of 
society, became the starting-point of a school of propagandists of 
economic truth who too often identified the indicative with the 
imperative mood, and blurred the distinction between scientific 
generalisations and moral precepts of conduct. 

To those who adopted this view of the Economic Harmonies in 
its extreme form the question whether political economy is con- 
cerned with ends as distinct from means became a relatively 
unimportant question, and fell naturally into the background. 

The maximising of production (or, as we should now say, of 
the national dividend) is the only end that these economists could 
be said to propound, the distribution of the resultant wealth being 
automatically determined by the beneficent action of the "system 
of natural liberty." Sooner or later the current utilitarian 
philosophy, with its principle of "greatest happiness," was bound 
to come into conflict with this ideal, for the policy of maximising 
satisfaction is clearly not identical with that of maximising produc- 
tion. The enunciation of "maximum satisfaction" as an end 

This content downloaded from 128.235.251.160 on Mon, 09 Mar 2015 06:40:22 UTC
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


1910] ECONOMIC SECURITY AND UNEMPLOYMENT INSURANCE 515 

necessarily raised-though it could not solve-the question of 
distribution of wealth among different social classes. In regard 
to this matter it shook confidence in the shallow dogmatism of the 
propagandist economists, but it substituted no definite alternative 
commanding general assent, and accordingly the immediate 
practical result on economic thought was not to inspire it with 
a new creed, but to deprive it of all creed, and to replace the 
art of political economy by the conception of an economic science 
concerned solely with the ascertainment of the results which flow 
from certain hypothetical assumptions, and not at all with guiding 
mankind towards a desirable goal. 

Such a view could hardly hold permanent sway, though it was 
a great advance on the dogmatic and insolent optimism which it 
displaced, and nominally at least it dominated English economic 
thought from the middle of the nineteenth century almost to the 
present day. This domination has, however, been more nominal 
than real. The limitation was from the first subjected to vigorous 
criticism, and at bottom the critics were right, for however 
carefully we may expel the idea of ends from our reasoning, 
current ideals and even prejudices are certain to affect our choice 
of hypotheses. As a fact, all the latter-day economists have by 
one expedient or another escaped from their own theoretic 
limitation. To take a single example, it has become a recognised 
axiom of economic reasoning that the diminution of poverty is 
a proper object of economic effort. Of course, the pure utilitarian 
would have nothing to do with distinctions of quality in happiness 
-distinctions which are fatal to the simplicity of his magic 
formula-and the utilitarian school of economists attempted no 
direct discrimination in their measurements of utility and value 
between the qualities which render an article an object of desire. 
The fact that a thing is desired proved its right to be called 
"useful" within the meaning of their theory, and it must be 
admitted that no coherent objective theory of value could be built 
up on any other basis. Nevertheless, it is no new discovery that 
things of equal value to the individuals who possess them 
at a given moment may conduce in very different degrees 
to the ultimate national advantage. The old distinction between 
productive and unproductive expenditure, and Adam Smith's 
difficult argument as to the relative advantages of near and distant 
trade, are examples of distinctions of this kind which were present 
to the minds even of the economists who were most dominated by 
the theory of natural liberty. 

The great and growing importance attached by the best modern 
M M 2 
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economists to the element of time, and the consequential recog- 
nition of the importance of ultimate as distinct from immediate 
effects, tend pro tanto to discriminate between different qualities 
of satisfaction, and to give increased weight to those kinds which 
tend to the building up and husbanding of the permanent economic 
interests of the Commonwealth, as compared with the transitory 
satisfactions which perish in their own gratification-in short, 
between the nobler and ignobler forms of utility. 

I think it is a matter which needs the careful consideration of 
economists at the present day, whether the time has not come 
when they should accept fully and frankly the task, from which in 
any case they cannot entirely escape, of distinguishing between 
noble and ignoble ends of economic conduct, and should regard all 
their methods of research-historical, analytical, comparative, and 
statistical-as only means to this end. 

On the present occasion I cannot do more than illustrate my 
meaning by a single important example. 

The recognition that the purposes and modes of consumption of 
commodities have to be taken into account, as well as the mere 
amount of satisfaction yielded by them to their consumers, brings 
with it the necessity for recognising the distribution of income iD 
respect of time, no less than in respect of class, as an essential 
factor in the national well-being. 

Thus, for example, a regular income of ?2 a week may have 
a very different economic significance from an income amounting 
in the aggregate to ?104 in the year, but receivable in irregular 
and unequal instalments. Still more widely does it differ 
economically from the chance of a variable annual income 
averaging ?104 one year from another. 

Now one of the most significant and important economic 
tendencies of the present day is the growing recognition of the 
importance of security and regularity in all operations of industry 
and commerce. It is, of course, a trite commonplace that the 
foundation of commerce is security-that safety of person and 
property and security for the performance of legal obligations are 
essential conditions of all industrial and commercial development. 
But it is not of these elementary guarantees that I am speaking, 
but of the tendency which I see to attach ever greater importance 
to the certainty and regularity of sequence as distinguished from 
the mere aggregate volume of business transactions. This 
tendency is reflected in the enormous development of the method 
of insurance as a protection against risk. 

Nor is this development confined to business transactions 
properly so-called. A number of the risks and contingencies of 
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1910] ECONOMIC SECURITY AND UNEMPLOYMENT INSURANCE 517 

human life which cause irregularity and uncertainty in working- 
class incomes have been brought within the sphere of insurance, 
whether by voluntary institutions or, as in Germany, by a State 
system of organisation. And the question of the perfection and 
further development of the methods of social insurance is absorbing 
a large amount of the best thought of the day. 

All this points to the growing importance attached by social 
observers to stability and regularity, and the grounds for this 
attitude are sufficiently obvious, whether we look at the matter 
from the point of view of the economy of the workman'g house- 
hold, or of the deteriorating effects of irregular habits on physique 
and character. It may perhaps be suggested that the growing 
social concern for the maintenance of stability is the counterpart of 
the growing conviction that with the world-wide development of 
industry the causes of fluctuations and irregularity are becoming 
continually more incalculable and their effects more unavoidable 
by unaided individual effort. 

Is this tendency to exalt security as an end to a healthy 
tendency, or ought it to fill us with apprehension? 

The ideal of security may not at first sight seem a very heroic 
aim to put before a country whose economic traditions form a 
veritable romance of adventure, full of the joy of risks encountered 
and dangers overcome. Some may think with misgiving that the 
conscious pursuit of a policy of safety implies that we have passed 
the stage of economic youth and expansion and are entering on the 
dusk of old age. They may feel as when at Rome we contemplate 
Aurelian's great wall which for centuries withstood the inroads 
of barbarians, but the building of which none the less marked the 
definite close of the period of the fearless and aggressive supremacy 
of Rome. Are the nations of Europe being invited to enter with 
the old gods into the fortress of Valhalla, there to await in well- 
planned security but in growing gloom their inevitable decline? 
The question is cogent and searching, and modern naations must 
find the true answer at their peril, for if the two ideals of free 
adventure and economic security admit of no reconciliation, then 
the fate of our civilisation is only a matter of time. 

But fortunately it is not necessary to admit the essential opposi- 
tion of these two ideals rightly conceived. For as it seems to me 
there is a noble as well as an ignoble ideal of adventure, and, 
corresponding thereto, there is a noble as well as an ignoble ideal 
of security, and the great problem that lies before us in the future 
is to distinguish rightly between them and to direct our national 
policy accordingly. 

The first step towards making this distinction is to recognise 
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that ignoble as well as noble results are produced by exposure 
to risks. If fearless resolution and foresight in encountering and 
combating danger and risk produced the race of Elizabethan 
mariners and explorers, and to-day gives us a Shackleton or a 
Sven Hedin, we know also the craven and panic-stricken popiula- 
tion which lives on the slopes of a volcano, exposed every day to 
incalculable risks against which no precautions can avail. 

It is, I think, a definite induction from history and observation 
that when risk falls outside certain limits as regards magnitude 
and calculability, when, in short, it becomes what I may call a 
gambler's risk, exposure thereto not only ceases to act as a bracing- 
tonic, but produces evil effects of a very serious kind. 

It is to the general interest, and it tends to the building up and 
strengthening of the national character, that everyone should have 
as strong a motive as possible to guard against risks which can 
be avoided by reasonable precautions on the part of the individual, 
and it is also to the general interest that within certain limits the 
individual should have sufficient resisting power and reserve 
strength to encounter without the support of his fellows the or- 
dinary minor ups and downs of life which it is not within his power 
to avoid. What these limits are cannot be laid down dogmatically: 
they vary widelv from nation to nation, from class to class, and 
from age to age. Vicissitudes which mean famine to the savage 
pass quite unnoticed in advanced industrial communities, and 
classes who are accustomed to yearly salaries are unconcerned 
with fluctuations which bring privation to the weekly wage earner. 
But within any given nation and class the limits probably change 
but slowly, and though different schools of social observers will 
certainly fix the limits at somewhat different points, and there is 
no doubt a neutral zone within which the relative public advan- 
tages and disadvantages of exposure to risk are fairly equally 
balanced, or at least may be open to legitimate debate, I am 
disposed to think that the majority of fair-minded men would not 
differ very widely in the principles governing the demarcation 
between the spheres of individual and of social protection against 
economic risk. 

To take, for example, the risks of unemployment, I think 
most people would agree that the personal risk of losing employ- 
ment through bad work, irregular attendance, or drunken habits 
is one which it is absolutely necessary in the public interest to 
leave attached in all its forces to the individual workman. For 
the community to guarantee employment to all irrespective of 
personal effort or efficiency would necessarily impair the national 
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character and lower the national standard. This is, therefore, a 
risk the direct incidence of which must be borne by the individual, 
the action of the community being confined to such indirect 
measures as may strengthen the power of the individual to meet 
the risk, as, for example, by technical and general training. 

On the other hand I think that most people would agree that 
in a country like the UTnited Kingdom at the present time, the 
incalculable risk of a prolonged depression of trade, due perhaps 
to some financial catastrophe thousands of miles away, is one the 
exposure to which of the individual workman does little but harm. 
Such a risk is too much beyond his powers of foresight, and also 
too great in magnitude in proportion to his reasonable opportunities 
of making provision, to exercise any appreciable effect in stimu- 
lating self-help, while the liability to see all his savings swept away 
in a few weeks by cyclical fluctuations in employment which he 
can do nothing to avoid is a demoralising risk, acting on his 
character precisely like the liability to earthquake or other 
cataclysm, and discouraging to a marked extent the accumulationi 
of savings and the development and maintenance of habits of 
providence. 

Between these two extremes, the risk due to personal in- 
efficiency and that resulting from a world-wide depression of 
trade, lie intermediate classes of risks about which there might 
be more difference of opinion, and the incidence of which probably 
acts on national character in very different ways in countries at 
different stages of development. 

I propose presently to examine more closely some of these 
classes of risks. At the moment, however, I am only concerned to 
illustrate my general proposition that neither free adventure nor 
economic security suffices singly as an ideal of economic conduct 
without careful discrimination, and that the criterion for such 
discrimination is the effect of exposure to each class of risk in 
building up or degrading the national character. 

In suggesting that the attention of economists is being directed 
and will continue to be directed in an increasing degree to the 
ends of economic conduct as distinct from a mere analysis and 
description of existing conditions, I have taken a single example, 
the pursuit of economic security as an objective, and have drawn 
a vital distinction between the classes of economic risks exposure 
to which tends to the building up or to the degradation of the 
national character. And as regards these risks, I have taken a 
single illustration, that of unemployment, partly because the evils 
resulting therefrom have been very much in our thoughts during 
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the last few years, partly because their analysis affords good 
illustrations of almost every class of economic risk. 

I might go on to take other examples, but I think that it may 
perhaps serve a more useful purpose if during the time that remains 
to me I follow up in further detail the particular illustration which 
I have chosen, and inquire specifically how far the risks of unem- 
ployment are risks which it is expedient in the public interest that 
each individual should be left to meet unaided, or how far they 
are, from the social point of view, "insurable risks" which can 
properly be met by combined action. 

We shall find that the reply to the proposition is by no means 
a simple one, that it will differ to a large extent for different trades, 
and that probably it will also differ widely for different countries. 

At the outset it is to be noted that I use the term "insurable 
risk " for the purpose of this inquiry in a much narrower sense 
than that which it bears in the ordinary language of the insurance 
world. Broadly speaking, if the term be used in its widest sense 
there are no risks that are not insurable except those which are 
the result of the direct wilful act of the insured person. Thus 
you can insure against fire but not arson, against death but not 
suicide. And even with regard to acts which are voluntary the 
modern tendency is to take a very broad view, and to narrow the 
classes of cases excluded. Thus most life assurance companies 
will pay on death, even if due to suicide, provided that the policy 
was taken out sufficiently long before the death to make it fairly 
certain that suicide was not in contemplation at the time. 

As I am now using the term "insurable," however, I mean not 
merely a risk in respect of which you could get some company or 
underwriter to quote you a premium, but a risk for which some 
sort of social insurance is a practicable and appropriate remedy- 
bearing in mind the critical distinction already drawn between 
different classes of risks. 

Moreover, by "insurable risk" I do not mean a risk which 
can be fully covered by insurance, but one the consequences of 
which may be mitigated by a payment which nevertheless falls 
far short of complete indemnity. It hardly needs demonstration 
that full indemnity against the risks of unemployment could not 
be offered without disastrous results, inasmuch as a large section 
of persons regard idleness as in itself more attractive than work. 
The general practice of organisations, voluntary or public, which 
insure against sickness, accident, or unemployment, is to make 
the benefit payable much less than the full rate of wages, and in 
all that follows this condition is assumed. 
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1910] ECONOMIC SECURITY AND UNEMPLOYMENT INSURANCE 521 

For the purpose of the present inquiry the causes of unemploy- 
ment group themselves naturally under three heads-periodic 
fluctuations, local and industrial displacements, and personal 
causes. 

Of these I have already touched on the first group in discussing 
cyclical and seasonal fluctuations of employment. Seasonal 
changes are, of course, the direct result of cosmical causes, and 
whether or not cyclical fluctuations are ultimately psychological 
or (as Jevons thought) cosmical phenomena, there can be no doubt 
that for our present purpose we may regard them as ultimate- 
facts beyond the control of the individual. These two elements 
in unemployment are pre-eminently insurable elements, since, 
being due to recurrent oscillations and not to progressive changes, 
they can only be met by some method, either individual or 
collective, of spreading the earnings of good periods over good 
and bad alike, and not by any remedy which aims at altering the 
permanent relation between the demand for labour and the supply. 
Moreover, of the two alternative methods, collective insurance is 
more appropriate for the purpose than individual providence, 
because while the oscillations are fairly well defined, their intensity 
and (in the case of cyclical fluctuations) their wave length are 
affected by many uncertain elements, climatic, financial, indus- 
trial, and political, which are incapable of exact prediction, and 
(what is even more importaint) the personal incidence of the 
unemployment due to the oscillations is uncertain. 

The next group of causes includes changes in industrial pro- 
cesses or methods, or in the local distribution of industries, or 
in the character of industrial demand. How far are these classes 
of risks properly insurable? 

As regards local distribution, the answer depends on the scope 
of the insurance scheme. No purely local fund can, of course, 
compensate a workman for the shifting of his industry to other 
districts, without incurring ruinous expense besides impairing the 
mobility of labour. If, however, the insurance scheme be national 
in scope and be worked in conjunction with systematic machinery 
for notifying to the workman the existence of vacancies in other 
districts, the risk of unemployment due to local displacement is 
clearly an "insurable " risk. As no national scheme could embrace 
a wider area than the United Kingdom, the above argument does 
not apply with its full force to the risk of displacement of industry 
by foreign competition, and this case needs separate treatment. 
It is undoubtedly a risk beyond the individual's control, and it 
has, therefore, one of the essential marks of an insurable risk; 
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and if the scheme embrace a large group of trades of sufficient 
variety to insure each other against the risk of some particular 
branch being attacked by foreign competition, there is no reason 
why this class of risk should throw an excessive burden on a 
national fund. The only question to be considered is, therefore, 
whether the insurance of British workmen in an industry liable 
to be transferred by competition to a foreign country will operate 
prejudicially by checking industrial mobility, there being obviously 
not the same opportunity for the workman to follow the work as 
in the case of local redistribution of industry within the limits 
of the insuring country. 

In this respect the case we are now considering is on all fours 
with that of a trade decaying through a permanent change of 
industrial demand, or an alteration of industrial processes. If 
there is appreciable mobility of labour between the decaying trade 
and other healthy branches embraced within the scope of the 
insurance scheme, and if its magnitude is small as compared with 
the total area of industry covered by the scheme, then the risk 
is fairly insurable. If, however, these conditions are not fulfilled, 
the case of the permanently decaying trade may present a real 
though by no means insuperable difficulty which will have to be 
carefully borne in mind by those responsible for devising and 
working any unemployment insurance scheme. 

The conclusion seems to be that the extent to which the risk 
of unemployment due to industrial and local displacement is 
properly insurable depends partly on a, wise choice being made 
of the group of trades and of the geographical area to be embraced 
by the scheme, partly on the judicious limitation of the benefits 
payable thereunder. Our analysis points to the necessity of a 
large area, both geographical and industrial, and further suggests 
that the groups of trades included should be such as are unlikely 
as a whole to undergo wholesale and rapid displacement, and 
within which any decay to be apprehended is likely to be only 
local and partial and not on a scale too great to be compensated 
by the expansion of other branches of trade within the insured 
group. 

There remain the risks due to personal causes. Of these we 
have already ruled out the risks due to the wilful act of the 
workman, and to these we must now add the personal risk 
attributable to exceptional deficiencies, physical, mental, or moral. 
These are not properly trade risks, the burden of which ought to 
fall in a special degree on those following a particular industry, 
and if they were allowed to do so, they would ruin any scheme 
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of insurance based on the trade group. There is still, however, 
one important class of personal risk to which all are liable, and 
which is in the main beyond the control of the individual, viz., 
the increasing liability to unemployment due to advancing years. 
I do not intend to trench on the important but quite separate 
problems of national provision for old age and invalidity as such. 
I am solely referring to the ascertained statistical fact that the 
chance of unemployment is a function of age, and that beyond 
a certain age the risk is materially increased. For example, 
among a body of nearly eight thousand engineers whose industrial 
records were analysed for the purpose, I found that whereas the 
average number of working days lost in the year by the whole 
body was fifteen, that for members below the age of forty-five 
was less than twelve, while for members between the ages of 
forty-five and fifty-five it was twenty, anid for members between 
fifty-five and sixty-five, thirty-three. (Above sixty-five the figures 
are affected by superannuation.) The question we have to ask is, 
how far this class of risk is insurable? 

The answer depends again on the scope of the scheme. A 
voluntary scheme which workmen are free to join and leave at 
their pleasure cannot deal satisfactorily with a risk of this kind, 
especially as no scheme of graduating contributions according to 
age is likely to be administratively feasible. Trade unions which 
give unemployment benefit are in an exceptional position, because 
they exist primarily for trade protection purposes, and hence have 
a hold on their members which no voluntary insurance scheme 
pure and simple could possess. Generally speaking, personal 
unemployment due to advancing years is insurable, and only 
insurable, under a scheme which applies compulsorily throughout 
the whole period of the workman's industrial life. 

It results from our analysis that some of the risks of unemploy- 
ment are properly insurable and others are not, and the next step 
is to ascertain broadly the relative importance of the insurable 
and non-insurable elements. Now an examination of the avail- 
able statistics indicates clearly that at all events as regards certain 
large groups of trades in which unemployment is acute-namely, 
the building, engineering and shipbuilding trades-the insurable 
element in the risk of unemployment predominates largely over 
the non-insurable element. 

The method of statistical proof of this proposition may be 
indicated as follows: - 

1. The percentage of unemployment in these trades-taking 
an average of good and bad years together-has not varied very 
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widely during the period of fifty years during which the statistics 
have been collected (the average for the first decade of the period 
was 5,6; for the second, 4'5; for the third, 6-8; for the fourth, 5-2; 
and for the fifth, 7 2. The average for the whole period was 5'9). 
As the period of oscillation is not exactly ten years, part even of 
the differences shown above is accounted for by the presence of 
an excessive proportion of good or bad years in particular decades. 
Thus we may fairly say that the element of unemployment due 
to progressive expansion or contraction of the demand for labour 
has been relatively small. 

2. The percentage of unemployment found during the seven 
best years of the cycles has averaged 2B4, and only in two out of 
these seven years has it diverged by more than unity from this 
average. 

3. The variation between the worst and the best years of the 
various cycles has averaged 8'5 per cent.-i.e., more than three 
times the average percentage of unemployment in good years. 

Now, broadly speaking, if we neglect any progressive changes 
in the total demand for labour, which are evidently slight as 
compared with the intensity of the periodic fluctuations in that 
demand, we may say that the percentage who are unemployed in 
years of good employment gives a maximum limit which the 
voluntary or non-insurable risk cannot exceed, since it also 
includes a number of minor accidental risks which are pro-perly 
insurable-e.g., the risk of unemployment through a fire or other 
accidental stoppage of work, or through defects in the local 
distribution of work and labour. Moreover, through the method 
of averaging employment over the year, the risk of seasonable 
want of employment is included, and this is mainly an insurable 
risk. 

We may further regard the difference between uinemployment 
in a good and bad year as giving a minimum measure of the 
insurable element in unemployment, since this difference is wholly 
the result of changes in the demand for labour, and is independent 
alike of the choice of the individual anad of the gradual progressive 
changes, if any, that affect the total field of employment. Hence, 
as this difference is much greater than the minimum percentage 
in a good year, we may regard our proposition as being proved. 

But at this point it is necessary to forestall and reply to an 
objection that will certainly be taken to the proposition just laid 
down. It will be pointed out that the experience of all relief 
works and of all schemes for the relief of distress due to unem- 
ployment establishes clearly that the great majority of the 
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unemployed, or at least those who seek relief from distress, are 
very markedly inferior both as regards their industrial capacity 
and their physical and moral qualifications to the average employed 
workmen in the same trades. It is possible in a large number- 
probably in the majority-of these cases to trace clearly the opera- 
tion of the personal defects which have contributed to unemploy- 
ment-bad time-keeping, drink, slovenly work, and so forth- 
and those who are most familiar with the personal side of the 
problem are, I think, likely to put the personal or non-insurable 
element in the risk of unemployment very much higher than I 
have done in relation to the involuntary insurable element. 

But in this criticism there is, I think, confusion of thought. 
Of course, if fifty men out of every thousand are out of work, 
those fifty individuals are likely to be less eligible than any other 
fifty taken at random. We might, if so disposed, construct a 
geometrical curve like those used in expounding the doctrines of 
utility and rent, in which the number of workmen employed is 
,expressed by abscissw and the degrees of efficiency by ordinates. 
Then it will appear at a glance that in a time of good trade the 
efficiency of the "marginal " labourer-that is, of the worst man 
who just manages to retain his employment-is necessarily less 
than when the total demand for labour has shrunk from any 
cause. In the latter case the workmen discharged will for the 
most part be the less eligible section; and this state of things is 
quite independent of the true cause of the shrinkage in the-emand 
for labour, so that while the personal defects of A may be the 
decisive reason why he is selected for unemployment instead of 
B, it does not necessarily follow that these defects are a principal 
or even a contributory cause of his unemployment. 

It is a very complex and difficult question, only to be deter- 
mined in any given case with full regard to all the circumstances, 
to what degree the increase or decrease of the personal efficiency 
of the labourer conduces to an increase or decrease in the total 
demand for labour, or to what degree it merely enables him to 
shift the burden of unemployment on to someone else. Broadly 
speaking, there is no doubt that the total demand for labour is 
to a material extent dependent on its average efficiency. For 
example, a quite new demand for labour would be created if it 
were possible to level up all the, feeble-minded and the physically 
and morally defective members of the community to the normal 
level. The abnormal defects of these persons (the true unem- 
ployables) are the vera causa of their unemployment, which does 
not in the main result from any deficiency in industrial demand, 
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but from the fact that their services are so worthless relatively 
to that of the normal workman, that to all intents and purposes 
they may be regarded as an industrially useless surplus. Their 
unemployment is, therefore, emphatically not an "insurable risk," 
and they would need to be excluded from the scope of any scheme 
of insurance as rigorously as exceptionally bad lives are excluded 
from life and sickness insurance. 

But if we put aside the comparatively small section of 
abnormals, there is ground for asserting that at all events within 
the great groups of trades to which I have already referred the 
influence of variations in efficiency among ordinary normal work- 
men on the total demand for labour at any given time, though by 
no means negligible, is not nearly so powerful as that of variations 
in industrial conditions which are beyond the control of the 
individual workman. 

If, then, the insurable elements in unemployment in these 
trades largely predominate over the uninsurable elements, it would 
be comparatively simple to devise an appropriate scheme for 
dealing with the evil, if every separate case of unemployment 
could be readily assigned to its appropriate category, so that the 
benefits of the scheme should be exclusively available in the case 
of unemployment falling within the insurable category, just as 
a policy of marine insurance excludes in terms losses due to a 
number of specified causes. But in actual practice I need hardly 
say that any such separation of causes can only be made to a 
very limited extent. In the real world of industry the various 
elements that contribute to unemployment are inextricably inter- 
mixed. We can imagine the case of a carpenter who with equal 
truth might ascribe his unemployment to the competition of 
structural steel, to the general trade depression, to the severity 
of the winter, to local over-building, or to the defects in his own 
training. 

There are a few, but only a few, of the causes of unemploy- 
ment which can be definitely distinguished and excluded in terms 
from the benefit of an insurance scheme, such, for example, as 
holidays, strikes, lock-outs, voluntary leaving of a situation, sick- 
ness, and crime. If, then, it is necessary, as it certainly is for 
the success of a scheme, that it should discriminate against unem- 
ployment due either to exceptional defects or to causes within the 
control of the individual, this discrimination must be effected 
automatically in the course of the working of the scheme itself 
rather than by any rule professing to exclude ineligible cases from 
itA scope. 

This content downloaded from 128.235.251.160 on Mon, 09 Mar 2015 06:40:22 UTC
All use subject to JSTOR Terms and Conditions

http://www.jstor.org/page/info/about/policies/terms.jsp


1940] ECONOMIC SECURITY AND UNEMPLOYMENT INSURANCE 527 

The crucial question from a practical point of view is, there- 
fore, whether it is possible to devise a scheme of insurance which, 
while nominally covering unemployment due to all causes other 
than those which can be definitely excluded, shall automatically 
discriminate as between the classes of unemployment for which 
insurance is or is not an appropriate remedy. 

We can advance a step towards answering this crucial question 
by enumnerating some of the essential characteristics of any unem- 
ployment insurance scheme which seem to follow directly or by 
necessary implication from the conditions of the problem as here 
laid down. 

1. The scheme must be compulsory; otherwise the bad 
personal risks against which we must always be on our guard 
would be certain to predominate. 

2. The scheme must be contributory, for only by exacting 
rigorously as a necessary qualification for benefit that a sufficient 
number of weeks' contribution shall have been paid by each 
recipient can we possibly hope to put limits on the exceptionally 
bad risks. 

3. With the same object in view there must be a maximum 
limit to the amount of benefit which can be drawn, both absolutely 
and in relation to the amount of contribution paid; or, in other 
words, we must in some way or other secure that the number 
of weeks for which a workman contributes should bear some 
relation to his claim upon the fund. Armed with this double 
weapon of a maximum limit to benefit and of a minimum contri- 
bution, the operation of the scheme itself will automatically 
exclude the loafer. 

4. The scheme must avoid encouraging unemployment, and 
for this purpose it is essential that the rate of unemployment 
benefit payable shall be relatively low. It would be fatal to any 
scheme to offer compensation for unemployment at a rate approxi- 
mating to that of ordinary wages. 

5. For the same reason it is essential to enlist the interest 
of all those engaged in the insured trades, whether as employers 
or as workmen, in reducing unemployment, by associating them 
with the scheme both as regards contribution and management. 

6. As it appears on examination that some trades are more 
suitable to be dealt with by insurance than others, either because 
the unemployment in these trades contains a large insurable 
element, or because it tak-es the form of total discharge rather 
than short time, or for other reasons, it follows that, for the 
scheme to have the best chance of success, it should be based 
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upon the trade group, and should at the outset be partial in 
operation. 

7. The group of trades to which the scheme is to be applied 
must, however, be a large one, and must extend throughout the 
United Kingdom, as it is essential that industrial mobility as 
between occupations and districts should not be unduly checked. 

8. A State subvention and guarantee will be necessary, in 
addition to contributions from the trades affected, in order to give 
the necessary stability and security, and also in order to justify 
the amount of State control that will be necessary. 

9. The scheme must aim at encouraging the regular employer 
and workman, and discriminating against casual engagements. 
Otherwise it will be subject to the criticism of placing an undue 
burden on the regular for the benefit of the irregular members 
of the trade. 

10. The scheme must not act as a discouragement to voluntary 
provision for unemploymnent, and for that purpose some well- 
devised plan of co-operation is essential between the State organi- 
sation and the voluntary associations which at present provide 
unemployment benefit for their members. 

Our analysis, therefore, leads us step by step to the contempla- 
tion of a national contributory scheme of insurance, universal in 
its operation within the limits of a large group of trades-a group, 
so far as possible, self-contained and carefully selected as favour- 
able for the experiment, the funds being derived from compulsory 
contributions from all those engaged in those trades, with a subsidy 
and guarantee from the State, and the rules relating to benefit 
being so devised as to discriminate effectively against unemploy- 
ment which is mainly due to personal defects, while giving a 
substantial allowance to those whose unemployment results from 
industrial causes beyond the control of the individual. 

Is such a scheme practicable? 
This is a question partly actuarial, partly administrative, and 

partly political, and it is, of course, quite impossible to discuss it 
adequately on an occasion such as this. 

I may, however, say that so far as can be judged from such 
data as exist (and those data are admittedly imperfect and rest on a 
somewhat narrow basis), a scheme framed on the lines I have 
indicated is actuarially possible, at least for such a group of trades 
as building, engineering, and shipbuilding-that is to say, a 
reasonable scale of contributions will yield benefits substantial in 
amount and of sufficient duration to cover the bulk of the unem- 
ployment ordinarily met with in these trades. 
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The administrative difficulties of such a scheme are, of course, 
great, but none of these difficulties is, I think, insuperable if there 
be a general desire that the experiment should be made. Certainly 
the experience of the few foreign schemes which have broken 
down creates no presumption against success, for the failures have 
been quite clearly attributable to causes which would not operate 
in the case of a national scheme such as is now under discussion, 
especially if it were worked, as it naturally would be, in close 
connection with the new Laabour Exchanges. 

Perhaps the most difficult administrative problem would be 
the adjustment of the scheme, so that while its benefits are not 
confined to workmen for whom provision is made by voluntary 
associations, it would yet operate so as to encourage the work of 
these associations, and not to undermine and destroy them, either 
by competition or detailed control. The problem, however, though 
difficult, is one for which a solution can assuredly be found if it 
be the general desire that a scheme shall be brought into operation. 

The remaining question is one of high policy. What im- 
portance do we as a nation attach to the policy of promoting 
industrial security by collective action? And what sacrifices are 
those interested prepared to make for such an object, and, in 
particular, to minimise the irregularity of working-class incomes 
so far as affected by irregular demand for labour? The final 
answer will depend not only on the general view taken of the 
relations of the individual and the State, and of the scope and 
limits of political action, but also on the relative weight attached 
to this particular object as compared with other objects which 
also have claims on public funds and energy. 

LLEWELLYN SMITH 
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